
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

* * * * *  

0 
In the Matter of: 

THE PROPOSED MERGER OF THE MCKINNEY ) 
WATER DISTRICT AND THE MCKINNEY 1 

KENTUCKY 1 
WATER ASSOCIATION, LINCOLN COUNTY, CASE NO. 8974 

O R D E R  

On December 6, 1983, the Commission received a letter from 

Earl B u t c h e r ,  Judge/Executive, Lincoln County, Kentucky, 

requesting that the Commission investigate the advisability of a 

merger of t h e  McKinney Water District and the McKinney Water 

Associa tion. Pursuant to KRS 74.361(2), the Commission has 

prepared a feasibility report regarding a merger (Appendix A ) .  

The Commission, having considered the report and being 

advised, is of the opinion and finds that it m a y  propose that a 

merger of the McKinney Water Association be accomplished. 

IT IS THEREFORE ORDERED That this matter be and it hereby 

is set for hearing on May 9, 1984, at 1O:OO a . m . ,  Eastern Day- 

light Time, in the Commission's offices at Frankfort, Kentucky, 

for the purpoee of considering the propoeed merger. 



Done a t  Frankfort ,  Kentucky, t h i s  9th day of A p r i l ,  1984. 

PUBLIC SERVICE COMMISSION 

ConuKiss ioner 

ATTEST: 

Secte tary 



R E P O R T  

Div is ion  of Utility E n g i n e e r i n g  Director 
TO: C l a u d e  G .  Rhorer, Jr., 

and Services 

Ryrnes  C. Fairchild, C h i e f  E n g i n e e r r  
Water and Sewage S e c t i o n  

Public S e r v i c e  E n g i n e e r  
Water a n d  Sewage Section 

and t h e  McKinney Water A s s o c i a t i o n  

TEIRU : 

FROM : Robert N. A r n e t t  &&tfl. l 2 u d  

SUBJECT: The Merger of t h e  McKinney Water District 

DATE : March 2 7 ,  1984 

INTRODUCTION 

On November 29, 1983, t h e  Public S e r v i c e  Commission 

received e reques t  from Lincoln County Judge/Executive Earl  

B u t c h e r  for a s t u d y  t o  be conduc ted  i n t o  t h e  f e a s i b i l i t y  of merg- 

i n g  t h e  McKinney Water D i s t r i c t  ("Distr ic t")  and the McKinney 

Water A s s o c i a t i o n  ( " A s s o c i a t i o n "  1 .  The Public S e r v i c e  Commission 

is, by  KRS 74.361, " a u t h o r i z e d  and empowered t o  i n i t i a t e ,  c a r r y  

o u t ,  and complete i n v e s t i g a t i o n s ,  i n q u i r i e s ,  and  s t u d i e s  as may be 

r e a s o n a b l y  n e c e s s a r y  to d e t e r m i n e  t h e  a d v i s a b i l i t y  a s  t o  the 

merger of w a t e r  d is t r ic ts ."  KRS 74.361 f u r t h e r  o u t l i n e s  the pro- 

cedure to b e  followed i n  order t o  accomplish t h e  merger of w a t e r  

d i 6 t r l c t s  ( a n d  water associat ions)  by tho Public Recvica Com- 

mission. A merger  proposed by t h e  P u b l i c  Service Commission is 

r e q u i r e d  to be based on a w r i t t e n  r e p o r t  and  s t u d y .  In addition, 

a formal hearing before the P u b l i c  S e r v i c e  C o m m i s s i o n  muet  be h e l d  



on t h e  subject of s u c h  proposed merger. A t  t h e  conclusion of s u c h  

p r o c e e d i n g s  t h e  Commission e n t e r s  a n  o r d e r ,  e i t h e r  merging t h e  

water d is t r ic ts  i n t o  a s i n g l e  d i s t r i c t ,  or abandoning  t h e  merger 

proposal. T h i s  report is t h e  i n i t i a l  s t ep  r e q u i r e d  by  KRS 74.361. 

DESCRIPTION OF WATER UTILITIES 

The District w a s  created i n  1964 or 1965 b y  order of t h e  

L i n c o l n  Countq C o u r t  u n d e r  the p r o v i s i o n s  of KRS 7 4 .  However, d u e  

t o  boundary  problems t h e  D i s t r i c t  was re-created by  order of t h e  

L i n c o l n  County C o u r t  on September 2 8 ,  1965. These a c t i o n s  by 

c o u n t y  c o u r t s  d i d  n o t  r e q u i r e  a p p r o v a l  of t h e  P u b l i c  S e r v i c e  

Commission pr ior  t o  1966.  The L i n c o l n  County C o u r t  order 

d e l i n e a t e d  t h e  b o u n d a r i e s  as t h a t  portion of L i n c o l n  County s o u t h -  

west of t h e  C i t y  of S t a n f o r d  to  McKinney ( S e e  F i g u r e  1 a t t a c h e d ) .  

The communi t ies  s e r v e d  i n c l u d e  McKinney, Geneva, and T u r n e r s v i l l e .  

A c e r t i f i c a t e  of pub l i c  c o n v e n i e n c e  and n e c e s s i t y  for c o n s t r u c t i o n  

of a $168,000 w a t e r  sys t em project was g r a n t e d  by  t h e  Commission's 

Order e n t e r e d  November 23, 1965, in Case No. 4 5 6 3 .  T h i s  project 

i n c l u d e d  a 9 9 , 0 0 0  g a l l o n  s t a n d p i p e  and some 9 m i l e s  of p i p e l i n e s  

(See F i g u r e  1). Water service began  i n  August  1966. The D i s t r i c t  

p u r c h a s e s  water from t h e  C i t y  of S t a n f o r d  and  c u r r e n t l y  8erves 

a b o u t  271 cuetomera. 

The A s s o c i a t i o n ,  WCIB i n c o r p o r a t e d  unde r  t h e  p r o v l s l o n ~  

of R R S  273. A c e r t i f i c a t e  o f  p u b l i c  c o n v e n i e n c e  and n e c e s s i t y  for 

c o n s t r u c t i o n  of its $ 2 3 0 , 8 0 0  i n i t i a l  water sys t em project w a s  

g r a n t e d  by t h e  C~mmissian~s Order e n t e r e d  Janua ry  23, 1973,  In 

Case No. 5772. Water service began I n  J u n e ,  1974. The 
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communi t ies  s e r v e d  i n c l u d e  M t .  S a l e m ,  N e w  Salem, S o u t h  Pork ,  

B o n e y v i l l e  and Rowland. C e r t i f i c a t e s  of pub l i c  c o n v e n i e n c e  and 

n e c e s s i t y  for t w o  a d d i t i o n a l  c o n s t r u c t i o n  projects w e r e  g r a n t e d  b y  

Commission Orders  e n t e r e d  April 15,  1974,  a n d  December 2 8 ,  1978 ,  

in Case No.'s 5996 and 7311 r e s p e c t i v e l y .  The project costs for 

t h e  1974 and 1978 projects w e r e  a b o u t  $148,500 and $345,000 

r e s p e c t i v e l y .  The p r e s e n t  water sys t em i n c l u d e s  a 100 ,000-ga l lon  

s t a n d p i p e  and some 34 m i l e s  of p i p e l i n e  ( S e e  F i g u r e  1). The 

A s s o c i a t i o n  p u r c h a s e s  water from the District, the Eubank Water 

System and the C i t y  o f  S t a n f o r d  and c u r r e n t l y  serves a b o u t  566 

cus tome r8 . 
ANALYSIS OF MERGER FEASIBILITY 

I n  1972 ,  t h e  g e n e r a l  a s sembly  of t h e  Commonwealth of 

Kentucky e n a c t e d  as a l e g i s l a t i v e  f i n d i n g  of f a c t  t h a t  t h e  re- 

d u c t i o n  of t h e  number of o p e r a t i n g  water d i s t r i c t s  i n  t h e  

Commonwealth was i n  t h e  p u b l i c  i n t e r e s t .  The l e g i s l a t u r e  f u r t h e r  

stated t h a t  t h e  merger of s u c h  d i s t r i c t s  would t e n d  t o  e l i m i n a t e  

w a s t e f u l  d u p l i c a t i o n  of costs and efforts,  result in a s o u n d e r  and 

more b u s i n e s s l i k e  d e g r e e  of management, and would u l t i m a t e l y  

result i n  greater e c o n o m i e s ,  less cost, and a h i g h e r  d e g r e e  of 

s e r v i c e  t o  t h e  g e n e r a l  p u b l i c .  KRS 7 4 . 3 6 1  Beclaree that t h e  

p u b l i c  policy f a v o r s  the merger of water dist r ic ts  whenever  

feasible. T h i s  same theme was also expres seU by t h e  B l u e g r a s s  

Area Development D i s t r i c t  Fn i t s  1973 Comprehensive Wstcr and 

Sewer P l a n  for t h e  bluegrass area. T h i s  p l a n  recommcnds t h a t  

water d i s t r i c t s  t h a t  would serve only a small number of people or 
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m 
t h a t  would be of restricted geographical e x t e n t  n o t  be establ ished 

i n  t h e  f u t u r e .  I t  also s t a t e s  t h a t  whenever possible, e x i s t i n g  

w a t e r  districts s h o u l d  be combined f o r  increased e f f i c i e n c y  of 

o p e r a t i o n .  T h i s  p l a n  a l so  states:  (1) t h a t  t h e  d i s t r i b u t i o n  

system of t h e  A s s o c i a t i o n  s h o u l d  have  been c o n s t r u c t e d  as 

e x t e n s i o n s  to t h e  D i s t r i c t ,  and  (2) t h a t  “Once c o n s t r u c t i o n  o f  t h e  

project ( t h e  A s s o c i a t i o n  project) is complete, t h e  A s s o c i a t i o n  

s h o u l d  be merged w i t h  t h e  D i s t r i c t . ”  

I n c r e a s e d  o p e r a t i o n a l  e f f i c i e n c y  and t h e  e l i m i n a t i o n  of 

d u p l i c a t i o n  of effort are among t h e  obvious and immediate benefits 

of merging r u r a l  water u t i l i t i e s .  Merger of the Dis t r ic t  and  t h e  

Association would a l low c o n s o l i d a t i o n  of the b u s i n e s s  a c t i v i t i e s  

for b o t h  u t i l i t i e s  i n  one c e n t r a l  l o c a t i o n  and t h u s  e l i m i n a t e  t h e  

need for dup l i ca t e  f a c i l i t i e s ,  p e r s o n n e l  and s e r v i c e s .  Merger 

would s i m p l i f y  the a c c o u n t i n g  a c t i v i t i e s ,  o p e r a t i o n  and work 

assignment of personnel to the day-to-day operation of e a c h  

u t i l i t y ,  and permit t h e  more e f f i c i e n t  use of a l l  p e r s o n n e l .  It  

would e l i m i n a t e  o n e  of the t w o  a n n u a l  r e p o r t e  now made t o  t h e  

P u b l i c  Service Commission, e l i m i n a t e  o n e  of t h e  t w o  p e r i o d i c  

a u d i t s  now made a n d ,  as a r e s u l t ,  would r e d u c e  e x p e n d i t u r e 6  for 

a c c o u n t i n g  e e r v l c e e .  The merged u t i l i t y  cou ld  81.0 e l i m i n a t e  t h e  

d u p l i c a t i o n  of e x p e n s e s  for l e g a l ,  e n g i n e e r i n g  and other profes- 

s i o n a l  services. The management of o n e  merged u t i l i t y  c o u l d  a lso 

be accompl ished  w i t h  f e w e r  commiss ioners  t h a n  for t w o  separate 

u t i l i t i e s .  The e x t e n t  of a c t u a l  monetary  s a v i n g s  b r o u g h t  a b o u t  by 

merger w i l l  depend on  t h e  merged u t i l i t i e s ’  method of o p e r a t i o n s  

( i .c .  1 off ice  or 2 office68 3 commiaaionerm or 5 cmmiosionsrs, 1 

-4- 



meter reader or 2 meter readers, 1 main tenance  man or 2 mainten-  

a n c e  men, e t c . ) .  The b e n e f i t s  of merger s u c h  as more r e s p o n s i v e  

services, more e f f i c i e n t  s e r v i c e s  and a r e d u c t i o n  i n  t h e  c o n f u s i o n  

a b o u t  s e r v i c e  areas would be s i g n i f i c a n t  b e n e f i t 6  i n  t h e m s e l v e s  i f  

t h e  o t h e r  p o t e n t i a l  b e n e f i t s  are not as s i g n i f i c a n t  as hoped for. 

The existing 271 c u s t o m e r s  of t h e  D i s t r i c t ,  and t h e  566 

customers of t h e  Association would provide a more s u b s t a n t i a l  

cus tomer  base for t h e  merged u t i l i t y .  The l a r g e r  c a a h  f l o w  

g e n e r a t e d  by t h e  broadened  cus tomer  c o u n t  would afford a measure 

of f i n a n c i a l  s t a b i l i t y  to t h e  o p e r a t i o n  of t h e  merged u t i l i t y .  

Such a m o d e r a t e l y  sized sys t em w o u l d  be better capable of m e e t i n g  

r e q u i r e m e n t s  for funds t o  meet t h e  r o u t i n e  minor  "emergencies"  

t h a t  p l a g u e  operating water  sys t ems .  I n  a d d i t i o n ,  a s o l i d  

f i n a n c i a l  b a s i s  c o u l d  facilitate t h e  e x p a n s i o n  o f  t h e  d i s t r i c t ' s  

water system and the e x t e n s i o n  of service to  o t h e r  areas of 

Lincoln County.  Merger of t h e  two utilities would e v e n t u a l l y  

r e s u l t  in a more uni form rate structure among t h e  various s e r v i c e  

areas as t h e  t o t a l  f i n a n c i a l  s t r u c t u r e  is r e a l i g n e d  between t h e  

c o n s o l i d a t e d  u t i l i t i e s .  The D i s t r i c t  c u r r e n t l y  has a minimum 

month ly  b i l l  of $9.00 for t h e  f irst  1,000 g a l l o n s .  The Associa- 

t i o n  c u r r e n t l y  has  a minimum month ly  b i l l  of $9.80 for t h e  f i rs t  

1,000 g a l l o n s .  The r ema inde r  of t h e  rate s c h e d u l e s  ace n o t  

drastically d i f f e r e n t .  

Merger of t h e  D i s t r i c t  and t h e  A s s o c i a t i o n  would e n a b l e  

more comprehens ive  p l a n n i n g  of water f ac i l i t i e s  for the b e n e f i t  of 

a l l  c i t i z e n s  i n  t h i s  p o r t i o n  of t h e  coun ty .  
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KRS 74.361 p r o v i d e s  t h a t  t h e  o u t s t a n d i n g  ob l iga t ions  of 

a merged water district which  are secured by a p l e d g e  of t h e  i n -  

come of t h e  water system s h a l l  c o n t i n u e  to be p a i d  from such 

monies  u n t i l  s u c h  o b l i g a t i o n s  h a v e  been r e t i r e d .  The D i s t r i c t  h a s  

a series of 5 p e r c e n t  p r i v a t e  bearer bonds  t o t a l i n g  $168,000 which  

are s c h e d u l e d  to  be r e t i r e d  i n  2 0 0 5 .  The American National Bank 

and Trust Co. of Chicago is t h e  paying agent.  The D i s t r i c t  is 

c u r r e n t  on its repayment  o b l i g a t i o n s  and i n  CY 83 paid $6,975 

i n t e r e s t .  It does n o t  appear that the e x i s t i n g  bond o b l i g a t i o n  Of 

t h e  D i s t r i c t  w o u l d  p r e s e n t  any problem to t h e  f o r m a t i o n  of a 

merged dis t r ic t .  The A s s o c i a t i o n  has a series of 5 percent bonds 

purchased  by t h e  Farmers  H o m e  A d m i n i s t r a t i o n  ("FmHA" ) t o t a l i n g  

$394,000. According to t h e  RnHA, t h e  A s s o c i a t i o n  - a l t h o u g h  c u r -  

ren t  w i t h  i ts p r i n c i p l e  and interest payments - is t e c h n i c a l l y  i n  

d e f a u l t  on its bond o r d i n a n c e  b e c a u s e  r e s e r v e s  r e q u i r e d  by t h e  

o r d i n a n c e  a re  not b e i n g  m a i n t a i n e d  a t  t h e  s p e c i f i e d  levels. The 

FmHA is w i l l i n g  to c o n s i d e r  merger of t h e  Association and t h e  

District ,  provided t h e  rates of t h e  merged u t i l i t y  c a n  s a t i s f y  

RnHA's bond o r d i n a n c e  r e q u i r e m e n t s  a f te r  c o v e r a g e  of d e b t  service 

and o p e r a t i n g  e x p e n s e s  and provided t h a t  FmFiA's bonds  are p l a c e d  

o n  pa r i ty  w i t h  t h e  p r i v a t e l y  h e l d  bonds of t h e  D i s t r i c t .  It is  

assumed that t h e  c o n c e r n s  of t h e  FmHA c a n  be s a t i s f a c t o r i l y  re- 

solved should the merger be ordered by t h e  Cornmimaion. 

I n  October 1983, there were 145  operating water 

districts i n  the Commonwealth ( a l o n g  w i t h  35 n o n - p r o f i t  Water 

a6aociations) and a n  unknown number of e s t a b l i s h e d  b u t  non-operat-  

ing w a t e r  districts.  xn s p i t e  of t h e  1972 l e g i s l a t i v e  mandate 
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t h e r e  has been  a n  a c t u a l  i n c r e a s e  i n  t h e  t o t a l  number of water 

d i s t r i c t s  and a s s o c i a t i o n s  s i n c e  1972. I n  November 1972, t h e r e  

were 138 water d i s t r ic t s  ( a n d  30 water a s s o c i a t i o n s )  unde r  P u b l i c  

S e r v i c e  Commission j u r i s d i c t i o n .  T rue ,  t h e r e  have been  a h a n d f u l  

of mergers and o u t - r i g h t  p u r c h a s e s  of dis t r ic t s ,  b u t  more 

d i s t r ic t s  have  a l so  been  e s t a b l i s h e d .  

I t  would b e  u n r e a s o n a b l e  t o  e x p e c t  t h a t  e v e r y o n e  w i l l  

f a v o r  t h e  merger of t h e  D i s t r i c t  and t h e  A s s o c i a t i o n .  Obv ious ly  

some of t h e  people w i t h  personal  or v e s t e d  i n t e r e s t s  i n  t h e  e x i s t -  

ing  u t i l i t i e s  w i l l  be r e l u c t a n t  t o  accept a change  i n  s t a t u s .  

Water u t i l i t y  o f f i c i a l s ,  employees, e n g i n e e r i n g  c o n s u l t a n t s ,  

a t t o r n e y s ,  a c c o u n t a n t s ,  and o t h e r s  i n v o l v e d  w i t h  t h e  e x i s t i n g  

u t i l i t i e s  c a n  be e x p e c t e d  to v iew t h e  proposed  merge r  w i t h  

s u s p i c i o n .  Most of t h e s e  i n d i v i d u a l s  w i l l  p r o b a b l y  e x p r e s s  p u b l i c  

agreement  w i t h  t h e  l e g i s l a t i v e  f i n d i n g  t h a t  merger is i n  t h e  

p u b l i c  i n t e r e s t .  Some of them, however,  may also p r e s e n t  de ta i led  

e x p l a n a t i o n s  as to why s u c h  a m e r g e r  s h o u l d  be pos tponed  u n t i l  

some f u t u r e  date. I t  is ant ic ipa ted  t h a t  t h e  objections to merger 

f o r m a l l y  raised by s u c h  g r o u p s  or i n d i v i d u a l s  c a n  be a d e q u a t e l y  

addres sed  by the P u b l i c  S e r v i c e  Commission's order. 

Poasibly more c r i t i c a l  t o  t h e  prospect of a s u c c e s s f u l  

merger  of t h e  D i s t r i c t  and t h e  A s s o c i a t i o n  w i l l  be t h e  a t t i t u d e  of 

funding  a g e n c i e s .  The f e d e r a l  agency  p r i m a r i l y  conce rned  w i t h  

fund ing  r u r a l  w a t e r  s y s t e m s  is t h e  Farmers H o m e  A d m i n i s t r a t i o n .  

A d d i t i o n a l  f u n d i n g  f o r  s p e c i f i c  programs is also a v a i l a b l e  from 

t h e  Department  o f  Housing and Urban Development and the 

Appalachian  Reg iona l  Commission. The FarU1er8 Home A d m i n i s t r a t i o n  
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funded t h e  c o n s t r u c t i o n  of t h e  A s s o c i a t i o n  w i t h  g r a n t s  of $ 2 7 8 , 0 0 0  

and 40 year l o a n s  of $394,000.  With such important f i n a n c i a l  

c o n s i d e r a t i o n s  i n v o l v e d ,  FmHA has a s u b s t a n t i a l  i n t e r e s t  i n  a n y  

merger i n v o l v i n g  t h e  A s s o c i a t i o n .  F e d e r a l  f u n d i n g  a g e n c i e s  are 

g e n e r a l l y  i n  f a v o r  of c o n s o l i d a t i o n  of s m a l l  w a t e r  s y s t e m s .  

However, d u e  t o  t h e  p e c u l i a r i t i e s  of f u n d i n g  a l l o c a t i o n  p r o c e d u r e s  

and g e n e r a l  b u r e a u c r a t i c  i n e r t i a ,  some fund ing  agency  p e r s o n n e l  

can be e x p e c t e d  to f a v o r  a delay i n  merging  t h e  Distr ic t  and  t h e  

A s s o c i a t i o n .  

CONCLUSIONS AND RECOMMENDATIONS 

T h i s  report c o n c l u d e s ,  as  d i d  t h e  G e n e r a l  Assembly i n  

1972 and t h e  B l u e g r a s s  A r e a  Development D i s t r i c t  i n  1 9 7 3 ,  t h a t  t h e  

merger of water dis t r ic t s  is i n  t h e  p u b l i c  i n t e r e s t .  I t  was also 

de te rmined  t h a t  merger of t h e  D i s t r i c t  and t h e  A s s o c i a t i o n  is both 

fea8lble and a d v i s a b l e .  

It  is a n t i c i p a t e d  t h a t  there w i l l  be some local oppoei- 

t i o n  t o  merger i n c l u d i n g  a r e q u e s t  from some par t ies  t h a t  merger 

be delayed u n t i l  a f u t u r e  date .  T h i s  has o c c u r r e d  i n  t h e  pas t .  

N e v e r t h e l e s s ,  t h i s  report c o n c l u d e s  t h a t  t h e  D i s t r i c t  and t h e  

ABBOChtiOn s h o u l d  be merged. 

T h i s  report s h o u l d  be e n t e r e d  i n t o  t h e  record i n  t h i s  

mat ter  to meet t h e  r e q u i r e m e n t s  of KRS 74.361 for a w r i t t e n  report 

and study of t h o s e  m e r g e r s  proposed by t h i s  Commission.  

A fo rma l  hearing on t h e  proposed merge r ,  as r e q u i r e d  by 

KRS 74.361 s h o u l d  be h e l d  i n  t h e  near f u t u r e .  
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